The  United  States  and  Point  Four  Problems 


BY  HOWARD  C.  GARY 

THE  United  Nations  Technical  Assistance  Con¬ 
ference,  which  met  at  Lake  Success  June  12-14, 
1950,  marked  a  step  forward  in  the  international  or¬ 
ganization’s  attempts  to  raise  standards  of  living  in 
the  underdeveloped  areas.  The  United  Nations  ac¬ 
tivities,  augmented  by  the  passage  of  the  United 
States  Point  Four  legislation  on  June  5,  makes  it 
important  to  examine  some  of  the  problems  and 
implications  of  the  program,  especially  as  they  af¬ 
fect  the  United  States.  Heretofore,  concern  with 
the  immediate  technical,  sociological  and  economic 
aspects  has  resulted  in  a  failure  to  discuss  these 
matters.  The  outbreak  of  hostilities  in  Korea  on 
June  24,  moreover,  has  raised  new  issues  about  the 
ultimate  potentialities  of  Point  Four,  which  is  es¬ 
sentially  a  long-term  operation.  It  remains  to  be 
seen  if  the  partial  economic  mobilization  urged  by 
President  Truman  on  July  19  indicates  a  future 
retrenchment  in  Point  Four  planning  as  well  as  in 
other  programs  of  nonmilitary  economic  aid. 

The  concept  of  Point  Four  is  not  new.  Govern¬ 
ment  officials,  business  men  and  economists  have 
long  been  familiar  with  the  need  for  extending  in¬ 
dustrialization  to  as  yet  non  industrialized  areas  of 
the  world.  They  have,  moreover,  shown  under¬ 
standing  of  some  of  the  more  general  problems  in¬ 
volved  in  such  a  policy.  The  great  merit  of  the 
Point  Four  approach,  in  the  words  of  Secretary  of 
State  Dean  Acheson,  is  that  “it  establishes  [the] 
economic  development  of  the  underdeveloped  areas 
for  the  first  time  as  a  national  policy.”* 

The  Point  Four  program  is  twofold.  It  proposes 
to  achieve  its  ends  by  combining  technical  assist¬ 
ance  with  capital  investment.  Technical  assistance 
involves  the  export  of  knowledge  and  experience  to 
areas  handicapped  by  the  lack  of  such  information. 
As  such  it  will  require  relatively  modest  expendi¬ 
tures.  Administrative  costs,  the  salaries  of  experts 
and  the  operation  of  experimental  or  pilot  stations 
to  illustrate  new  techniques  in  medical  care,  farm¬ 
ing  or  industry  will  absorb  the  bulk  of  the  funds. 

Capital  investment,  it  is  hoped,  will  come  mainly 

I.  See  New  York,  Times,  March  31,  1950  for  the  text  of  Sec¬ 
retary  Acheson’s  statement  before  the  Senate  Foreign  Relations 
Committee. 


from  private  sources.  In  addition,  however,  it  is 
planned  to  make  some  public  funds  available  to 
advance  the  program.  The  public  funds  will  come 
from  the  American  Export-Import  Bank,  from  al-  ■ 
location  of  monies  at  the  disposal  of  the  Economic 
Cooperation  Administration,  from  regional  aid  ap-  i' 
propriations,  such  as  the  Southeast  Asia  program, 
as  well  as  from  any  future  appropriations  for  eco¬ 
nomic  aid  that  Congress  may  authorize.  The  Inter-  3 
national  Bank  for  Reconstruction  and  Develop-  1 
ment,  a  specialized  agency  of  the  United  Nations, 
is  also  expected  to  provide  funds  for  developmental  ■ 
purposes.  It  is  unlikely  that  any  of  the  participating 
nations  other  than  the  United  States  will  provide  ; 
substantial  public  funds.  For  the  moment  the  con¬ 
tributions  of  nations  other  than  the  United  States 
are  expected  to  be  confined  to  the  technical  assist¬ 
ance  aspect  of  the  program.  The  developmental  f 
policy  of  the  United  States  and  the  United  Nations 
looks  to  the  stimulation  of  the  flow  of  private  in¬ 
vestment.  Again,  the  initial  capital  is  expected  to 
come  largely  from  the  United  States,  although  i 
every  effort  will  be  made  to  induce  investment 
activities  on  the  part  of  nationals  of  other  countries.  , 

TWO  PROGRAMS— ONE  AIM 
The  distinction  between  the  United  Nations  pro¬ 
gram  and  that  of  the  United  States  is  more  ap¬ 
parent  than  real.  Between  the  two  the  closest  type  1 
of  cooperation  is  anticipated.  Studies  and  investi¬ 
gations  undertaken  by  the  United  States  will  not 
be  duplicated  by  the  United  Nations,  and  vice  ' 
versa.  The  results  of  these  investigations,  moreover, 
will  be  common  knowledge,  so  that  a  unified  plan  1 
of  action  can  be  carried  out.  It  has  been  argued,  on  1 

the  one  hand,  that  there  should  be  no  separate  ; 

United  States  program  and  that  all  American  L  ^ 
efforts  and  funds  should  be  channeled  through  the  ?  l 
world  organization.  Alternatively,  the  point  of  c 
view  has  been  presented  that  since  the  bulk  of  the  J  g 
program  is  to  be  financed  from  United  States  re-  § 
sources.  Point  Four  should  be  an  autonomous  p 
American  venture.  Each  of  these  views  has  somej  h 
cogency,  yet  both  are  out  of  step  with  the  trend  of  I 
the  times.  True,  a  single  program  would  cut  down^  in 
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administrative  costs.  According  to  some,  a  United 
Nations  program  would  indicate  good  faith  on  the 
part  of  the  United  States  and  would  refute  charges 
that  Point  Four  is  an  imperialist  venture.  On  the 
other  hand,  it  is  argued  that  if  Point  Four  were 
solely  an  American  undertaking,  the  United  States 
could  make  sure  that  no  other  country  would  use 
the  resources,  physical  or  financial,  of  the  project 
in  a  manner  deemed  unwise  by  this  nation  or  its 
citizen  investors. 

OPPOSING  VIEWS  CONSIDERED 

A  careful  appraisal  of  these  conflicting  views 
leads  to  the  conclusion  that  the  present  arrange¬ 
ment  is  the  most  satisfactory  one  possible.  The 
greatest  danger  to  an  effective 
program  of  world  develop¬ 
ment,  especially  in  the  early 
stages  when  the  emphasis  is 
on  technical  assistance,  would 
be  the  use  of  an  overwhelm¬ 
ing  preponderance  of  United 
States  funds  to  finance  the 
various  projects.  This  danger 
would  exist  even  if  all  the  ad¬ 
ministrative  work  was  done 
by  the  United  Nations.  No 
plan  of  action  financed  in 
large  part  by  the  United 
States  would  escape  being  la¬ 
beled  imperialistic,  not  only 
by  the  Communist  countries 
but  also  by  some  non-Com- 
munists.  While  the  non- 
Communist  nations  would 
undoubtedly  feel  more  secure 
if  the  administering  authority 
was  an  international  organiz¬ 
ation  rather  than  a  single 
government,  this  should  not 
be  the  major  factor  influencing  organizational  de¬ 
cisions.  More  serious  is  the  likelihood  that  a  pro¬ 
gram  financed  almost  exclusively  by  the  United 
States  might  overlook  the  skills  of  technical  ex¬ 
perts  in  other  nations.  The  United  States  does  not 
have  a  monopoly  on  scientific  knowledge.  Further¬ 
more,  certain  of  the  underdeveloped  areas,  notably 
in  Southeast  Asia  and  Africa,  are  relatively  un¬ 
familiar  to  American  technical  experts.  Britain, 
the  Netherlands,  France  and  Belgium,  not  to  speak 
1  of  other  countries,  can  provide  many  valuable  ex¬ 
perts  and  administrators  to  help  in  formulating 
and  implementing  an  effective  policy  of  develop¬ 
ment  in  these  areas. 

The  most  important  reason,  however,  for  avoid¬ 


ing  excessive  United  States  financing  is  the  fact 
that  the  entire  developmental  program  depends  on 
achieving  a  genuine  spirit  of  cooperation  on  the 
part  of  all  participating  nations.  For  the  underde¬ 
veloped  areas  this  spirit  of  cooperation — and  sacri¬ 
fice-does  not  involve  surrender  of  any  national 
sovereignty.  It  does  mean  willingness  and  abiUty 
to  discipline  and  marshal  domestic  resources.  Such 
a  procedure  will  make  it  possible  to  keep  outside 
loans  to  a  minimum,  thus  reducing  the  future  re¬ 
payment  problem.  It  will  also  permit  the  most 
effective  use  of  the  foreign  exchange  that  is  made 
available.  A  nation  cannot  “lift  itself  by  its  own 
bootstraps”  without  grave  material  sacrifices,  nor 
can  development  be  accomplished  solely  by  reli¬ 
ance  on  external  resources. 
Among  the  prime  requisites 
for  industrialization  are  a 
moderately  extensive  and  ef¬ 
ficient  system  of  transporta¬ 
tion,  a  sewage  system  and 
reasonably  economic  power 
facilities.  These  projects  can¬ 
not  be  imported.  They  can 
only  be  made  available  by 
harnessing  existing  resources 
in  the  underindustrialized 
countries.  In  nations  where 
there  is  little,  if  any,  surplus 
remaining  after  the  national 
consumption  requirements 
are  met,  these  improvements 
are  bound  to  entail  consider¬ 
able  hardships.  Yet  they  are 
the  core  and  substance  of  an 
expanding  economy,  and  in 
their  absence  outside  aid 
would  have  but  transitory 
benefits.  The  most  significant 
'demonstration  an  underdevel¬ 
oped  nation  can  give  of  its  willingness  to  cooperate 
with  the  Point  Four  program  is  by  indicating  an 
intent  to  contribute  its  particular  resources  for  im¬ 
provement  of  the  standards  of  living  in  other  un¬ 
derindustrialized  countries.  It  was  for  this  reason 
that  the  United  States  decided  to  limit  its  financial 
contribution  to  the  United  Nations  technical  as¬ 
sistance  program  to  a  maximum  of  6o  per  cent  of 
the  total  amount  contributed  to  that  organization 
for  technical  assistance  activities.  The  total  amount 
made  available  for  the  first  financial  period  of 
operation,  ending  December  31,  1951,  was  equiva¬ 
lent  to  approximately  $20,012,500,  with  the  United 
States  contribution  set  at  $12,007,500.  The  wide 
range  of  the  contributions  proferred  at  Lake  Suc- 


The  Research  Staff  of  the  Foreign 
Policy  Association  believes  that  in 
the  literature  available  on  the 
Point  Four  program  several  ques¬ 
tions  remain  unanswered,  while 
still  others  have  yet  to  be  raised. 
In  particular,  too  little  attention 
has  been  paid  to  the  problems  the 
United  States  must  face  as  a  result 
of  participation  in  the  “bold  new 
program.”  The  partial  mobiliza¬ 
tion  of  American  resources  for 
war  production  raises  new  ques¬ 
tions  concerning  the  long-term 
implications  of  Point  Four.  The 
main  purpose  of  this  Foreign  Pol¬ 
icy  Report  is  to  analyze  the  more 
fundamental  difficulties  confront¬ 
ing  the  United  States,  as  well  as  to 
indicate  the  direction  in  which 
long-term  solutions  may  be  found. 
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cess  by  fifty  nations  in  June  1950  augurs  well  for 
the  success  of  the  program. 

In  May  1950  the  United  States  Congress  voted  to 
authorize  the  expenditure  of  $35  million  for  the 
Point  Four  program.  Of  this  amount  a  total  of  fio 
million  had  previously  been  allocated,  leaving  $25 
million  to  be  distributed  and  spent.  It  was  evident 
that  since  the  American  contribution  to  the  United 
Nations  program  was  not  to  exceed  60  per  cent  of 
the  total,  the  June  conference  at  Lake  Success 
would  be  eminently  successful  if  it  raised  as  much 
as  $20  million.  Confronted  with  this  situation,  the 
United  States  had  two  alternatives.  It  could  permit 
the  approximate  balance  of  $13  million  to  remain 
unutilized  until  after  December  31, 1951  and  there¬ 
by  earn  some  Congressional  favor  as  well  as  leave 
the  60-40  ratio  undisturbed.  This,  however,  would 
slow  down  the  program.  Consequendy,  it  was  de¬ 
cided  in  Washington  that  the  United  Nations 
should  act  as  the  central  administrative  body,  but 
that  American  funds  over  and  above  the  amount 
contributed  to  the  world  organization  would  be 
used  to  supplement  and  complement  the  United 
Nations  activities.  These  funds  would,  so  to  speak, 
constitute  an  additional  reserve  for  developmental 
purposes.  The  arrangement  agreed  on,  imprecise 
though  it  may  appear,  has  the  unassailable  virtue 
of  setting  up  a  balanced  United  Nations  program 
and,  in  addition,  of  utilizing  extra  funds  made 
available  by  the  United  States. 

TECHNICAL  ASSISTANCE  VS. 

CAPITAL  INVESTMENT 

Technical  assistance  and  capital  investment  are 
the  twin  facets  of  the  Point  Four  program.  Both 
are  considered  indispensable  by  the  State  Depart¬ 
ment.  It  is  as  useless  to  say  one  phase  exceeds  the 
other  in  importance  as  to  assert  that  one  blade 
of  the  scissors  is  more  responsible  than  the  other 
for  the  cutting  operation. 

Current  interest  centers  on  the  technical  assist¬ 
ance  aspect.  This  is  perfectly  natural.  Studies  un¬ 
dertaken  by  the  State  Department,^  the  Food  and 
Agricultural  Organization  and  the  World  Health 
Organization^  reveal  the  tremendous  gains  that 
the  diffusion  of  scientific  knowledge  can  bring  in 
nonindustrialized  areas.  For  example,  the  debilitat¬ 
ing  effects  of  the  tsetse  fly  in  Africa,  the  anopheles 
mosquito  in  Brazil,  rinderpest  in  China  and  typhus 

2.  The  basic  Department  of  State  work  on  economic  develop¬ 
ment  is  Point  Four,  Publication  3719  (Economic  Cooperation 
Series  24;  Washington,  U.S.  Government  Printing  Office,  Janu¬ 
ary  1950). 

3.  For  a  concise  account  of  the  activities  of  the  Food  and  Agri¬ 
cultural  Organization  and  the  World  Health  Organization  see 
Yearbook_  of  the  United  Nations,  ig47-48  (Lake  Success,  UN 
Department  of  Public  Information,  1949)  pp.  831-42,  909-23. 


in  Italy  can  be  overcome  by  the  export  of  tech¬ 
nicians,  drugs  and  modern  medical  principles.  The 
liberating  effects  of  such  achievements  would  be 
difficult  to  exaggerate.  These  potential  gains,  how¬ 
ever,  only  underscore  the  need  for  a  balanced 
program,  since  technical  assistance  will  further 
Point  Four  aspirations  only  insofar  as  it  helps  to 
create  a  favorable  climate  for  foreign  investment. 
In  countries  such  as  India  and  Egypt,  where  the 
pressure  of  the  population  on  the  present  resources 
is  overwhelming,  an  increase  in  the  life  expectancy 
of  the  individual,  which  now  averages  approxi¬ 
mately  thirty  years,  will  merely  aggravate  the  situa¬ 
tion  unless  at  the  same  time  there  is  a  signifi¬ 
cant  rise  in  individual  productivity  accompanied 
by  an  important  shift  of  workers  from  agriculture 
to  industry.  Seen  in  this  light,  a  balanced  program 
is  not  merely  desirable  but  absolutely  necessary. 

Without  deprecating  either  the  human  and  finan¬ 
cial  costs  of  technical  assistance  or  the  hoped  for 
results,  the  stimulation  of  private  investment  pre¬ 
sents  by  far  the  thornier  problem.  This  is  a  task 
which — along  with  several  others — has  special  sig¬ 
nificance  for  the  United  States  as  the  world’s  lead¬ 
ing  creditor  nation. 

MANIFOLD  PROBLEMS  OF  U.S. 

Assuming  that  the  other  participating  nations 
fulfill  their  obligations  with  sincerity  and  reason¬ 
able  efficiency,  the  United  States  will  be  faced  with 
a  number  of  problems  of  both  an  immediate  and  a 
long-run  nature.  Three  issues  stand  out  as  most 
important.  First,  the  decision  as  to  the  scope  of  the 
American  program,  as  well  as  the  division  of  effort 
between  public  and  private  sectors  of  the  economy, 
remains  a  matter  for  debate.  Second,  assuming  the 
desire  to  stimulate  private  investment,  it  is  already 
clear  that  serious  obstacles  face  the  accomplishment 
of  this  objective.  Third,  the  United  States  has  but 
recently  become  aware  that  Point  Four  is  a  dynamic 
program  and  will  involve  adjustments  in  the  ad¬ 
vanced,  as  well  as  in  the  underdeveloped,  areas. 
The  significance  of  this  fact  for  American  domestic 
and  foreign  economic  policy  has  as  yet  hardly  been 
explored. 

SCOPE  OF  THE  PROGRAM 

The  debate  as  to  the  scope  of  the  program  in¬ 
volves  a  dispute  concerning  modern  society  in  gen¬ 
eral.  The  main  disputants  may  be  identified  as 
the  Dewey  Anderson-James  P.  Warburg  group  at 
the  Public  Affairs  Institute,  on  the  one  hand,  and 
the  Department  of  State  on  the  other.  The  Ander- 
son-Warburg  group  envisages  a  program  involving 
as  much  as  five  or  six  billion  dollars  a  year  for 
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about  fifty  years,  once  the  administrative  ground 
has  been  established  in  the  first  five  years.  The  ex¬ 
penses  for  the  initial  period  would  be  expected  to 
total  about  $15  billion.  It  is  hoped  that  the  United 
Nations  and  private  investors  will  provide  funds; 
but  the  responsibility,  it  is  contended,  should  rest 
with,  and  the  bulk  of  the  money  should  come 
from,  the  United  States  government.**  These  ex¬ 
penditures  would  cover  both  the  technical  assistance 
and  capital  investment  aspects  of  the  Point  Four 
program. 

The  Department  of  State  view  is  that  relatively 
modest  sums  in  the  neighborhood  of  $30  million  to 
5^0  million  a  year  represent  the  upper  limit  on  the 
amount  of  funds  that  can  be  effectively  absorbed 
by  the  underdeveloped  areas  in  technical  coopera¬ 
tion  activities.  Capital  investment  is  considered 
mainly  a  function  of  private  individuals.  In  con¬ 
trast  to  the  Anderson- Warburg  point  of  view,  the 
State  Department  is  fairly  optimistic  that  the  tradi¬ 
tional  credit  devices  of  the  private  capital  market 
will  finance  the  bulk  of  the  program. 

It  is  difficult  to  isolate  the  exact  point  at  issue. 
The  question  is  not  simply  that  of  the  magnitude 
of  the  program.  The  State  Department  seeks  funds 
mainly  for  technical  assistance,  while  the  much 
larger  sums  advocated  by  the  Anderson-Warburg 
group  are  for  both  technical  assistance  and  capital 
investment.  The  main  areas  of  disagreement  ap¬ 
pear  to  concern  proper  timing  and  the  role  of  pri¬ 
vate  investors. 

The  Anderson-Warburg  thesis  is  that  the  Point 
Four  concept  is  a  daring,  challenging  and  excellent 
idea.  Its  value  is  all  the  greater  in  the  light  of  the 
tremendous  tensions  now  affecting  international 
relations.  This  group  believes  that  with  a  vigorous 
and  forceful  Point  Four  policy  the  United  States 
can  purchase  peace  and  prosperity  for  the  world — 
and  perhaps  make  Korean-type  aggressions  less 
likely.  They  deny  absolutely  the  willingness  or 
ability  of  private  capital  to  implement  the  Point 
Four  concept.  In  their  view  the  only  workable 
technique  is  for  the  government  itself  to  provide 
a  considerable  part  of  the  money  needed  for  capital 
investment.  While  the  program  is  long-term  in 
nature,  the  Anderson-Warburg  spokesmen  favor 
starting  in  high  gear  with  annual  expenditures  of 
S3  billion  for  the  first  five  years. 

The  State  Department  is  inclined  to  proceed 
cautiously  with  implementation  of  the  Point  Four 
program.  It  believes  that  problems  involved  in  ex- 

4.  For  a  detailed  exposition  of  this  view  see  Dewey  Anderson 
and  Stephen  Raushenbush,  Policy  and  Program  for  Success 
(Washington,  Public  Affairs  Institute,  1950).  Also  sec  the  report 
of  a  speech  delivered  by  James  P.  Warburg  in  the  New  York 
Herald  Tribune,  February  6,  1950. 


cessive  population  growth,  nonmonetary  cultural 
incentives,  widespread  illiteracy  and  a  deep-rooted 
adherence  to  antiquated  techniques  of  production 
in  agriculture,  handicrafts  and  industry  must  first 
be  overcome.  No  matter  how  vital  the  need,  and 
regardless  of  the  urgency  of  existing  political  rela¬ 
tions,  nothing  will  be  gained  by  presenting  ideas 
and  equipment  to  people  who  are  not  prepared  to 
accept  and  utilize  them.  For  this  reason  the  State 
Department  emphasizes  the  technical  assistance 
side  of  the  program.  This  phase  will,  it  is  expected, 
prepare  the  way  for  eventual  capital  investment  in 
substantial  volume.  Where  the  Anderson-Warburg 
idea  is  to  assign  basic  responsibility  to  the  United 
States  government  for  providing  the  bulk  of  the 
funds,  while  urging  the  maximum  flow  of  private 
capital,  the  State  Department  takes  the  view  that 
the  primary  responsibility  of  the  government 
should  be  financing  of  technical  aid  activities  and 
encouragement  of  private  investors  to  send  money 
abroad. 

While  it  is  easy  to  overemphasize  the  difference 
between  the  two  points  of  view,  it  is  difficult  to 
select  one  or  the  other  as  the  wiser  and  more  correct 
approach.  The  record  of  private  foreign  investment 
in  recent  years  is  not  encouraging.^  The  net  out¬ 
flow  of  capital  in  1948,  the  peak  post-war  year, 
scarcely  exceeded  the  corresponding  figure  in  1928. 
Adjustment  of  the  dollar  figures  to  account  for 
price  variations  reduces  the  value  of  investments  to 
scarcely  more  than  half  the  value  in  the  peak  year 
of  the  1920’s.  The  1949  total,  $800  million,  was  con¬ 
siderably  below  that  for  1948.  Post-war  direct  in¬ 
vestments,  moreover,  have  been  confined  largely 
to  the  extractive  industries,  with  petroleum  absorb¬ 
ing  70  per  cent  of  the  total.  The  great  bulk  of  these 
investments  was  concentrated  in  Canada,  Vene¬ 
zuela  and  the  Middle  East.  Finally,  portfolio  in¬ 
vestments — substantial  in  the  1920’s — have  been 
avoided  in  the  post-war  period,  and  in  1949  there 
was  a  net  reduction  in  United  States  portfolio  in¬ 
vestments  abroad.^ 

The  American  experience  with  foreign  invest¬ 
ment  in  the  1930’s,  however,  does  not  strengthen 
the  Anderson-Warburg  thesis.  This  period  revealed 
that  borrowers  are  not  one  whit  more  reluctant  to 
default  on  obligations  due  the  United  States  than 
they  are  to  cease  payment  on  other  portions  of  their 
debt.  By  the  end  of  1946,  48  per  cent  of  all  foreign 
bonds  publicly  offered  in  the  United  States  were  in 
default.  The  percentage  in  default  for  the  two  prin- 

5.  Department  of  State,  Point  Four,  op.  cit..  Chap.  VI. 

6.  Report  of  the  Fourth  Session  of  the  Sub-Commission  on 
Economic  Development  (Lake  Success,  UN  Economic  and  Social 
Council,  Economic  and  Employment  Commission,  May  19, 
1950),  pp.  lO-lI. 
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cipal  underdeveloped  regions,  Asia  and  Latin 
America,  was  68  per  cent7  While  the  reasons  for 
default  are  complex  and  may  be  attributable  to  the 
policies  pursued  by  both  lender  and  borrower,  ex¬ 
perience  indicates  that  a  considerable  portion  of 
funds  sent  out  in  haste  and  in  great  volume  never 
return.  Even  if  the  Anderson-Warburg  group  were 
willing  to  put  the  entire  Point  Four  program  on  a 
public-grant  basis — which  is  manifestly  impossible 
for  both  political  and  economic  reasons — the  figures 
on  default  would  then  testify  to  the  abuse  and 
waste  that  go  along  with  overzealous  or  poorly 
utilized  investment. 

Yet  if  private  investment  funds  are  not  forth¬ 
coming,  the  Point  Four  program  cannot  be  carried 
out.  It  would  therefore  seem  that  a  combination  of 
both  approaches  is  necessary.  The  initial  concentra¬ 
tion  on  technical  cooperation  should  continue,  and 
every  effort  should  be  made  to  encourage  private 
capital.  In  the  event,  however,  that  private  funds 
do  not  come  forward,  it  will  be  necessary  to  re¬ 
examine  the  entire  program.  At  such  time  it  may 
be  necessary  to  reorient  policy  so  that  public  invest¬ 
ment  can  be  given  a  more  prominent  role. 

STI.MULATION  OF  PRIVATE  INVESTMENT 

The  reluctance  of  private  investors  to  place  capi¬ 
tal  abroad,  particularly  in  underdeveloped  coun¬ 
tries  where  political  and  economic  conditions  are 
in  ferment,  is  well  known.  In  addition  to  the  tech¬ 
nical  aid  phase  of  the  program  other  methods  will 
be  utilized  to  overcome  this  hesitation.  The  Ad¬ 
ministration  has  proposed  a  novel  technical  device 
to  encourage  dollar  foreign  investment.  This  ar¬ 
rangement  would  guarantee  American  investors 
that  specified  amounts  of  foreign  currencies  derived 
from  their  investments  would  be  convertible  into 
dollars,  and  it  would  also  protect  them  against  loss 
from  expropriation  or  seizure  of  property.  The 
guarantee  would  be  in  the  form  of  a  government 
insurance  program  administered  by  the  Export- 
Import  Bank.  There  will  probably  be  a  charge  of 
one  per  cent  a  year  for  the  convertibility  guarantee 
and  a  four  per  cent  payment  required  for  the  se¬ 
curity  against  expropriation.  The  ERP  nations  and 
the  dependent  overseas  territories,  including  some 
areas  in  Africa  and  the  Caribbean,  are  already  cov¬ 
ered  by  similar  protective  devices.  The  purpose  of 
the  legislation  now  before  Congress  (H.R.8083)  is 
to  extend  the  area  of  application  of  the  guarantee 
arrangement. 

In  addition  to  the  fact  that  the  guarantee  pro¬ 
gram  will  be  financed  from  the  resources  of  the 

7.  Morris  S.  Rosenthal,  Where  Is  the  Money  Coming  From? 
(Washington,  Public  Affairs  Institute,  1950),  p.  31. 


Export-Import  Bank®  there  are  several  other  weak¬ 
nesses  inherent  in  this  device.  The  ordinary 
maxims  of  scientific  insurance  are  not  applicable 
to  this  .situation.  The  risks  cannot  be  pooled  by  j 
individual  firms  because  their  occurrence  tends  to  I 
affect  all  investors  in  any  particular  nation  simul-  I 
taneously.  Nor  can  the  risks  be  effectively  diffused  I 
among  investors  in  several  nations.  At  any  particu¬ 
lar  moment  the  investors  eligible  for  the  guarantee 
benefits  may  be  concentrated  in  a  single  nation  or 
group  of  nations  subject  to  the  same  influence,  in-  :■ 
ternal  or  external,  as  regards  convertibility  and  ex-  f 
propriation.  This  inability  to  insure — in  the  ordi-  [ 
nary  sense  of  the  term — makes  it  imperative  that 
the  guarantor  concentrate  on  preventing  the  occur¬ 
rence  of  the  particular  event  rather  than  rely  on 
the  law  of  averages  to  pool  risks.^ 

In  addition  to  the  difficulty  involved  in  setting 
up  a  system  which  can  operate  without  involving 
heavy  losses  for  the  guarantor,  several  other  prob¬ 
lems  may  be  noted.  Since  both  the  lending  and 
borrowing  nation  would  cooperate  to  avoid  losses 
to  the  guarantor,  the  underdeveloped  country,  in 
the  absence  of  free  trade — a  not  unreal  assumption 
— would  have  to  concentrate  on  exports  to  a  par¬ 
ticular  nation.  This  would  probably  involve  both 
interventionism  and  trade  discrimination.  More¬ 
over,  the  investing  nation  would  be  sorely  tempted 
to  intervene  in  the  economic  affairs  of  the  debtor 
country  if  it  felt  the  latter’s  administrators  were  fol¬ 
lowing  policies  endangering  the  guarantees. 

While  a  guarantee  system  will  be  of  some  help, 
its  potential  efficacy  can  be  enhanced  by  combining 
it  with  bilateral  treaties  of  friendship  and  com¬ 
merce.  These  treaties,  including  provisions  for  the  ! 
fair,  nondiscriminatory  treatment  of  foreign  busi-  [ 
nessmen,  would  give  further  assurance  to  potential  E 
investors.*®  The  underdeveloped  nations  will  have  j 
to  make  most  of  the  concessions  to  bring -about  I 
mutually  reasonable  conditions.  Aside  from  the  [ 
guarantee  device,  there  is  not  much  that  the  United  F 
States  can  do  to  encourage  private  investors.  There  E 
is  not,  according  to  the  State  Department,  much  | 
margin  for  offering  inducements  by  changing  the  f 
United  States  tax  laws,  since  taxes  take  but  a  rela-  L  i 
tively  small  percentage  of  income  from  direct  f  ; 
American  overseas  investments.  E  J 

8.  It  is  unfortunate  that  guarantees  and  new  loans  will  prob¬ 

ably  represent  competing  claims  on  the  Bank’s  uncommitted  1  t 
lending  power.  F  j- 

9.  An  excellent  discussion  of  the  difficulties  involved  in  a  I 

guarantee  system  can  be  found  in  Yuan-li  Wu,  “Government  F  ® 
Guarantees  and  Private  Foreign  Investment,”  The  American  1  i 
Economic  Review,  Vol.  XL,  No.  i  (March  1950),  pp.  61-73.  f  h 
to.  Commercial  Treaties  and  U.S.  Economic  Foreign  Policy  i  ^ 
(Washington,  Department  of  State,  Office  of  Public  Affairs,  F  i; 
May,  1950).  I  C 
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One  of  the  problems  in  negotiating  these  treaties 
is  the  desire  of  many  underdeveloped  nations  to 
reserve  the  right  to  screen  the  financial  activities  of 
foreign  investors.  These  nations  argue  that  unre¬ 
stricted  entry  of  foreign  capital  may  be  a  factor 
making  for  inflation,  since  investing  enterprises 
will  bid  for  labor  and  other  resources  and  drive 
their  price  up.  These  governments  also  want  to  be 
certain  that  what  they  regard  as  the  most  efficient 
allocation  of  resources  is  not  upset  by  the  intrusion 
of  foreign  capital.  Finally,  screening  may  be  used  to 
assure  that  the  inflow  of  capital  is  neither  of  a  mag¬ 
nitude  nor  a  direction  that  will  create  future  bal¬ 
ance  of  payments  difficulties.  The  position  taken 
by  the  United  States  is  that  this  country  respects 
the  right  of  other  nations  to  screen  the  entry  of  for¬ 
eign  capital,  although  conditions  subjecting  the 
funds  of  American  nationals  to  discriminatory  treat¬ 
ment  will  not  be  acceptable."  At  the  same  time  the 
United  States  will  persist  in  its  attempt  to  con¬ 
vince  the  underindustrialized  areas  that  it  is  mu¬ 
tually  advantageous  to  increase  the  number  of  fields 
to  which  foreign  funds  can  flow  without  restriction. 

In  a  world  still  far  removed  from  a  return  to  free 
trade  the  inability  to  control  the  trade  policy  of 
other  nations  will  remain  one  of  the  prime  difficul¬ 
ties  confronting  the  United  States  in  its  efforts  to 
stimulate  private  foreign  investment.  It  is  not  that 
this  nation  wishes  to  deprive  others  of  commercial 
autonomy,  but  rather  that  balance  of  payments  dif¬ 
ficulties  abroad  make  discriminatory  practices  al¬ 
most  inevitable.  The  recent  dispute  between  the 
British  and  American  oil  companies  is  a  case  in 
point.  London’s  unilateral  decision  to  discriminate 
against  “dollar”  oil  endangered  the  more  than  $2 
billion  worth  of  foreign  investment  of  American 
oil  companies  and  intensified  American  reluctance 
to  invest  abroad.  It  was  precisely  fear  of  such  uni¬ 
lateral  discriminatory  trade  policy  which  led  the 
United  States  Council  of  the  International  Cham¬ 
ber  of  Commerce  to  propose  on  May  9  that,  instead 
of  supporting  the  suggested  International  Trade 
Organization  which  permits  discrimination  to  pro¬ 
tect  the  balance  of  payments,  this  country  should 
take  the  initiative  in  pressing  for  the  formation  of 
a  commission  on  commercial  policy  under  the  Eco¬ 
nomic  and  Social  Council  of  the  United  Nations. 
The  proposed  commission,  presumably,  would  not 
tolerate  the  trade  controls  countenanced  by  the 
proposed  charter  of  the  International  Trade  Or¬ 
ganization." 

11.  William  Adams  Brown,  Jr.,  “Teeaty,  Guaranty,  and  Tax 
Inducements  for  Foreign  Investments,”  The  American  Economic 
Review,  Vol.  XL,  No.  2  (May  1950),  pp.  486-94. 

12.  United  States  Council  of  the  International  Chamber  of 
Commerce,  Press  Release  No.  138  (New  York,  May  5,  1950). 


ADAPTATION  OF  U.S.  TO  POINT  FOUR 

The  most  neglected  aspect  of  the  entire  concept 
involves  the  willingness  and  ability  of  the  Ameri¬ 
can  economy  to  adjust  to  the  changed  productive 
relationships  that  are  implicit  in  the  Point  Four 
program.  Not  only  is  there  little  literature  on  this 
subject,  but  general  discussion  of  the  problems  in¬ 
volved  is  often  unclear. 

WILL  POINT  FOUR  HELP  TRADE 

The  American  government  has  constantly  em¬ 
phasized  that  the  development  of  the  underindus¬ 
trialized  areas  will  not  only  raise  living  standards 
there  but  will  also  redound  to  the  benefit  of  the 
United  States  because  “our  experience  shows  that 
the  volume  of  our  foreign  trade  is  far  greater  with 
highly  developed  countries  than  it  is  with  countries 
having  a  low  standard  of  living  and  inadequate 
industry.”*^  In  the  period  1936-1940  the  peoples  of 
the  developed  areas,  on  an  average,  purchased  from 
the  United  States  $5.80  worth  of  goods  per  person 
per  annum.  The  peoples  of  the  intermediate  areas 
(Eastern  Europe,  the  U.S.S.R.,  the  Balkan  nations 
and  the  Union  of  South  Africa)  bought  an  indi¬ 
vidual  average  of  $1.25  worth  of  goods,  while  the 
comparable  figure  for  the  individuals  in  the  under¬ 
developed  areas  averaged  but  70  cents.  However, 
the  fact  that  the  United  States  has  traded  more  with 
developed  nations  in  the  past  does  not  indicate  that 
advanced  nations  always  benefit  from  world  indus¬ 
trialization,  other  conditions  being  equal. 

A  study  undertaken  by  Professor  G.  D.  A.  Mac- 
Dougall  of  Oxford  University  has  yielded  some 
interesting  conclusions.  Professor  MacDougall 
sought  to  discover  the  factors  accounting  for  the 
deterioration  in  Britain’s  pre-war  balance  of  pay¬ 
ments.  He  came  to  the  conclusion  that  there  was 
something  “fundamental  that  is  making  it  more 
and  more  difficult  to  sell  our  exports — namely,  the 
steady  industrialization  of  overseas  countries  that 
used  to  be  good  customer's.  .  .  .  Nearly  the  whole 
fall  in  the  volume  of  our  exports  between  1913  and 
1937  can  be  accounted  for  by  the  halving  of  our 
trade  to  the  industrialized  and  industrializing  coun¬ 
tries  of  the  world. ...  It  is  sometimes  held  that  as 
the  world  industrializes,  world  trade  will  increase, 
particularly  in  industrial  specialties.  .  .  .  This  is 
scarcely  borne  out  by  the  facts.”''* 

If  this  analysis  is  accurate,  it  would  seem  that 
American  expectations  and  British  experience  are 

13.  President  Truman’s  message  to  Congress  on  June  24,  1949. 
See  New  Yorl{_  Times,  June  25,  1949. 

14.  G.  D.  A.  MacDougall,  “Britain’s  Foreign  Trade  Problem,” 
The  Economic  Journal  (London),  Vol.  LVII,  No.  225  (March 
1947)*  PP-  80-82. 
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at  variance  with  each  other.  The  contradiction  can 
be  resolved,  but  it  highlights  one  of  the  main  prob¬ 
lems  the  United  States  will  be  called  upon  to  face 
under  Point  Four.  The  reason  that  Britain  suf¬ 
fered  from  the  industrialization  of  the  then  less 
developed  areas  was  because  its  economy  lacked 
the  flexibility  to  undertake  the  structural  adapta¬ 
tion  required  as  patterns  of  national  specialization 
and  world  trade  varied.  Britain  sought  to  main¬ 
tain  its  eminence  in  certain  lines  of  production 
even  after  it  no  longer  was  the  most  efficient  pro¬ 
ducer.  Perhaps  the  outstanding  example  of  this 
internal  inflexibility  of  the  British  economy  was 
Britain’s  reluctance  to  give  up  its  leadership  in 
the  production  of  cheap  textiles  after  Japan  had 
clearly  assumed  the  role  of  low-cost  producer.  It 
was  this  refusal  to  change  that  made  it  necessary 
for  Britain  to  adopt  a  policy  of  imperial  prefer¬ 
ence.  Many  factors  account  for  this  inertia.  Per¬ 
haps  the  most  important  has  to  do  with  Britain’s 
role  as  a  world  power.  When  the  competition  of 
the  younger  nations  began  to  have  an  effect  on 
its  balance  of  payments  Britain  continued  to  play 
the  role  of  the  leading  creditor  country.  By  ex¬ 
tending  foreign  credits  far  greater  than  its  de¬ 
teriorating  export  surplus  warranted,  it  deprived 
the  domestic  economy  of  these  investible  funds 
and  thereby  made  its  position  as  a  world  power 
even  less  tenable. 

Although  no  comparable  studies  have  been  made 
for  the  United  States,  it  is  generally  agreed  that 
this  country’s  trading  position  has  not  weakened 
as  others  industrialized.  The  American  economy 
has  always  been  highly  dynamic  and  has  not  re¬ 
quired  the  pressure  of  outside  events  to  make  it 
shift  and  rearrange  its  production  components. 
The  Point  Four  program,  however,  involves  a  con¬ 
sideration  of  future  adaptations. 

INTERNAL  ECONOMIC  CONTRADICTIONS 

Today  the  United  States  is  engaged  in  certain 
activities  which  can  hardly  be  justified  on  an  eco¬ 
nomic  basis.  The  entire  domestic  agricultural 
scheme  is  riddled  with  supports  and  subsidies  that 
are  inconsistent  with  a  rational  allocation  of  re¬ 
sources.  The  United  States  is  busily  engaged  in 
supporting  the  price  of  domestic  butter  and  has 
succeeded,  so  far,  in  maintaining  the  price  above 
S6o  per  100  pounds.  Meanwhile,  the  price  of  butter 
in  New  Zealand,  Denmark  and  Australia  is  less 
than  $35  per  loo  pounds.  The  United  States  ranks 
as  the  greatest  wheat  exporting  nation,  but  where¬ 
as  the  American  price  is  about  $2.25  per  bushel, 
Canadian  wheat  sells  for  less  than  $2  per  bushel. 
The  economic  facts  of  sugar  production — the  far 


higher  costs  of  beet  sugar  as  opposed  to  cane — 
are  clear  and  sufficient  proof  that  there  is  no 
justification  for  domestic  sugar  production.  Yet  in 
1947  the  United  States  had  881,000  acres  devoted 
to  the  cultivation  of  beet  sugar,  and  total  produc¬ 
tion,  valued  at  $150  million,  exceeded  12.5  million 
tons. 

This  does  not  mean  that  American  agriculture 
is  inefficient.  On  the  contrary — here  scientific  and 
mechanized  agriculture  have  made  the  greatest 
advances.  Despite  this  the  United  States  seems  to 
insist,  by  subsidies  and  supports,  upon  maintaining 
a  considerable  output  in  crops  not  produced  most 
efficiently  here.  The  United  States  tolerates,  again 
by  subsidies  and  supports,  an  excessively  large  farm 
population.  This  course  is  rationalized  by  argu¬ 
ing  that  a  large  farm  population  is  important  for 
political  stability.  The  tremendous  problems  in¬ 
volved  in  retraining  and  relocating  perhaps  one 
million  farm  families  tend  to  deter  an  overhaul¬ 
ing  of  present  farm  policies. 

If  the  Point  Four  program  helps  other  nations 
to  increase  their  agricultural  efficiency  to  the  extent 
that  they  can  feed  themselves,  will  the  United 
States  then  be  more  willing  to  alter  and  recast  its 
agricultural  policies?  At  the  moment  the  uneco¬ 
nomic  facets  of  the  farm  situation  are  more  or  less 
peripheral,  but  what  if  a  successful  Point  Four 
program  meant  that  the  United  States  was  no 
longer  the  most  efficient  producer  of  cotton  and 
tobacco?  Granted  that  this  will  not  happen  next 
year  or  the  year  after — if  it  is  a  possible  result  of  a 
long-term  program  initiated  by  this  nation,  is  the 
United  States  prepared  to  accept  the  necessary 
adjustments  it  must  ultimately  make? 

It  is  not  only  in  agriculture  but  in  industry  as 
well  that  the  American  economy  will  have  to  ad¬ 
just  to  a  growing  and  successful  Point  Four  pro¬ 
gram.  Every  day  the  financial  pages  of  the.  news¬ 
papers  indicate  how  some  economic  groups  will  re¬ 
act  to  the  new  situation.  Twenty-one  domestic  lead 
producers,  organized  in  an  Emergency  Lead  Com¬ 
mittee,  urge  the  government  to  triple  the  present 
import  duties  on  lead  because  they  cannot  meet 
the  world  price  of  7  cents  a  pound.  They  also 
recommend  increasing  the  duty  on  zinc.  The  Na¬ 
tional  Association  of  Textile  Machinery  Manufac¬ 
turers  warns  that  lower  rates  on  the  importation 
of  textile  machinery  or  products  will  endanger  the 
domestic  industry.  Chemical  interests,  the  most 
outspoken  of  which  have  been  the  Monsanto 
Chemical  Company  and  the  Manufacturing  Chem¬ 
ists  Association,  claim  that  when  chemical  pro¬ 
ducers  were  advised  of  the  possibility  of  tariff 
reductions  “the  reaction  was  explosive.”  The 


FOREIGN  POLICY  REPORTS  •  SEPTEMBER  15,  I95O 


101 


National  Association  of  Wool  Manufacturers  and 
the  National  Knitted  Outerwear  Association  coun¬ 
sel  that  “consideration  should  be  given  to  increases 
rather  than  cuts  in  the  present  inadequate  tariff 
rates,”  The  Textile  Export  Association,  the  Ameri¬ 
can  Cotton  Manufacturers  Institute,  the  National 
Association  of  Cotton  Manufacturers  and  the  As¬ 
sociation  of  Cotton  Textile  Merchants  of  New 
York  warn  that  past  tariff  reductions  have 
“wrecked”  their  industry.  American  watchmakers 
contend  that  the  1936  tariff  concessions  are  “driv¬ 
ing  them  out  of  business.”  The  hat  and  glove 
producers  both  protest  the  prospects  of  tariff  re¬ 
ductions.  The  coal  industry  joins  hands  with 
certain  oil  producers  and  protests  against  oil  im¬ 
ports — the  coal  interests,  both  management  and 
labor,  say  “coal  is  our  only  dependable  fuel 
source,”  while  the  oil  firms  concerned  are  fight¬ 
ing  the  domination  of  the  big  oil  companies. 

The  list  can  be  extended  to  include  rayon  sup¬ 
pliers,  perfume  manufacturers,  copper  producers, 
cigar  manufacturers,  photoengravers,  distillers, 
glass  blowers,  luggage  and  fur  manufacturers  and 
many  others.  The  situation  is  not  altered  one  whit 
by  the  fact  that  several  nations  against  whom 
American  tariff  and  protectionist  sentiment  are  di¬ 
rected  are,  like  Switzerland,  advanced  rather  than 
underdeveloped.  The  point  at  issue  is  the  reluc- 
I  tance  of  the  United  States  economy  to  undergo 
||  necessary  adaptations.  The  changes  required  at  the 
‘  present  are  of  far  less  magnitude  than  will  be  the 
I  case  after,  say,  a  decade  of  industrialization  of 
ij  nonindustrialized  areas. 

f  While  these  protests  pour  in,  the  proposed  Cus¬ 
toms  Simplification  Act  (H,R.8304),  which  would 
merely  serve  to  lift  the  “paper  curtain”  hindering 
imports — rather  than  make  concessions  in  tariff 
i  rates — gathers  dust  despite  the  strong  backing  of 

!  the  State  Department,  the  Commerce  Department, 
the  Treasury  Department,  the  Economic  Coopera¬ 
tion  Administration  and  the  United  States  Tariff 
Commission. 

Although  this  aspect  of  the  Point  Four  program 
is  generally  overlooked,  it  would  be  difficult  to 
overemphasize  its  importance  if  long-term  inter¬ 
national  economic  relations  are  being  discussed. 
The  number  of  people  currently  engaged  in  the 
threatened  industries,  including  the  one  million 
farm  families  considered  surplus  by  Secretary  of 
Agriculture  Charles  F.  Brannan,  certainly  does 
not  reach  7.5  million.  A  successful  Point  Four 
program  would  mean  that  personnel  shifts,  as 
well  as  transfer  of  fixed  capital,  would  be  far  more 
extensive. 

It  is  important  to  realize  that  however  irra¬ 


tional  protectionism  may  be  in  terms  of  the  na¬ 
tional  welfare,  it  is  perfectly  comprehensible  in 
terms  of  the  personal  interests  of  its  supporters. 
The  hard  core  of  truth  in  their  arguments  is 
the  fact  that  the  individuals  in  the  threatened 
activities  are  generally  asked  to  bear  the  entire 
cost  of  a  transition  that  benefits  the  nation  as  a 
whole.  The  most  effective  way  of  dealing  with  the 
forces  that  make  for  inflexibility  within  the  Ameri¬ 
can  economy  is  to  meet  the  problems  they  pose 
rather  than  to  marshal  pressures  to  jam  legislation 
through  Congress.  In  terms  of  Point  Four  this 
means  that  Washington  must  point  out  the  re¬ 
sponsibilities  this  country  has  undertaken  by  its 
sponsorship  of  a  “bold  new  program”  involving 
important  changes  in  world  patterns  of  trade.  The 
government,  moreover,  would  have  to  explain  that 
both  capital  and  labor  in  threatened  industries 
must  be  absorbed  in  other,  more  competitive  in¬ 
dustries  where  the  wage  scale,  representing  in¬ 
creased  productive  efficiency,  would  probably  be 
higher.  In  addition  the  government  would  assert 
its  readiness,  in  the  name  of  the  entire  population, 
to  accept  the  burden  of  the  transition,  rather  than 
make  only  the  individuals  directly  involved  bear 
all  the  costs  —  and  unhappiness  —  of  the  adjust¬ 
ment.'’  To  cope  with  this  problem  the  govern¬ 
ment  would  have  to  defray  the  expenses  of  re¬ 
training  personnel  so  that  they  could  qualify  for 
alternative  employment,  and  it  would  have  to 
share  the  costs  of  transfering  fixed  investments  to 
other  fields.  It  would  also  have  to  assume  respon¬ 
sibility  for  helping  to  relocate  people  if  their  new 
employment  involved  moving  to  different  areas. 
Such  assurance  and  understanding  might  con¬ 
ceivably  alleviate  protectionist  sentiment.  One  of 
the  most  serious  barriers  to  a  meaningful  Point 
Four  program  might  then  be  reduced  in  impor¬ 
tance,  if  not  entirely  eliminated. 


In  addition  to  changes  in  the  economies  of  the 
underdeveloped  areas  and  the  United  States — and 
other  advanced  nations — the  success  of  Point  Four 
requires  the  restoration  of  a  certain  pattern  of 
world  trade.  It  is  virtually  certain  that  the  dollar 
viability  of  Western  Europe  can  never  be  restored 
except  on  a  multilateral  basis.  The  dollar  viability 
of  Western  Europe  in  1938  rested  on  multilateral 

15.  In  recent  months  Secretary  of  State  Achcson  and  Paul  G. 
Hoffman,  Economic  Cooperation  Administrator,  have  indicated 
that  the  government  is  beginning  to  think  along  these  lines. 
Their  encouraging — though  vague — statements  can  be  found 
in  Hearings  Before  the  Committee  on  Foreign  Relations,  United 
States  Senate,  8ist  Cong.,  2nd  Sess.,  on  S.jioi  (Washington, 
U.S.  Government  Printing  Office,  1950)  pp.  47,  95-96. 
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trade  with  colonies  and  dependencies,  along  with 
income  from  past  investments,  shipping  and  in¬ 
surance.  Today  investments  have  been  largely 
liquidated  to  pay  for  the  expenses  of  World  War  II, 
and  nonmerchandise  incomes — except  for  tourism 
— are  below  pre-war  levels.  In  1937  the  dependen¬ 
cies  had  a  favorable  balance  of  $314  million, 
whereas  in  1946,  1947  and  1948  they  had  unfavor¬ 
able  balances  of  $302  million,  $332  million  and 
$63  million  respectively.*^ 

In  1938  the  underdeveloped  areas  of  Latin 
America,  Oceania,  Africa  and  Asia  had  an  export 
surplus  of  $533  million,  with  total  exports  valued 
at  $7,565  million.  In  1947,  with  exports  running  at 
$14,264  million,  these  areas  had  a  deficit  of  $2,432 
million,  while  in  1948  their  accounts  just  about 
balanced.*^  An  effective  Point  Four  program  is 
intimately  linked  to  a  revival  of  multilateral  trade. 
An  improvement  in  conditions  of  production  for 
the  underdeveloped  areas  would  mean  higher  in¬ 
comes  for  those  areas,  with  a  consequent  increase 
in  their  purchases  from  Western  Europe  and  the 
United  States.  Nonindustrialized  areas,  once  de¬ 
veloped,  should  turn  out  to  be  more  efficient  sup¬ 
pliers  of  the  raw  materials  which  Western  Europe 
now  must  purchase  from  the  United  States.  The 
newly  developed  areas  would  then  expand  sales 
to  the  United  States  and,  as  before  World  War  II, 
become  net  dollar  earners.  This,  in  turn,  would 
enable  them  to  finance  their  trade  deficit  with 
Western  Europe  in  the  dollars  that  Europe  so 
desperately  needs.  Favoring  the  expansion  of 
exports  from  the  underdeveloped  areas  to  the 
United  States  is  the  view,  widely  held  by  econo¬ 
mists,  that  American  demand  for  their  products 
is  more  elastic  than  this  country’s  demand  for 
European  exports. 

Viewed  in  this  perspective,  a  successful  Point 
Four  program  is  of  urgent  importance  for  Eu¬ 
rope’s  economic  equilibrium.  American  aid  to 
Europe  cannot  be  terminated  without  drastic  con¬ 
sequences  unless  multilateral  trade  re-emerges. 
Flourishing  and  mutually  profitable  multilateral 
trade  will  become  possible  only  with  the  rise  of 
living  standards  in  the  underdeveloped  areas. 

The  inextricable  connection  of  Point  Four  with 
the  general  economic  picture  is  emphasized  in  a 
United  Nations  study  which  points  out  “that  the 
free  flow  of  private  funds  from  countries  where 
capital  is  in  abundant  supply  to  countries  where 

16.  Report  oj  the  ECA-Commerce  Mission  (Washington,  Eco¬ 
nomic  Q)operation  Administration,  1949),  p.  53. 

17.  UN  Economic  Commission  for  Europe,  Research  and  Plan¬ 
ning  Division,  Economic  Survey  of  Europe  in  1948  (Geneva, 
UN  Department  of  Economic  Affairs,  1949),  Appendix  C, 
Table  XVI. 


it  is  scarce  depends  not  only  upon  the  equitable 
administrative  treatment  of  capital  investments  . . . 
but  also,  and  perhaps  primarily,  upon  the  restora¬ 
tion  of  an  international  economy  which  permits 
of  multilateral  trade  and  convertibility  of  curren¬ 
cies.”*®  The  prescription  for  nearly  every  situation 
involving  international  economic  disequilibrium 
includes  a  plea  for  the  restoration  of  uncontrolled 
trade  and  payments.  Whether  the  discussion  is 
about  a  European  Payments  Union,  the  European 
Recovery  Program,  the  aims  of  the  International 
Monetary  Fund,  the  dollar  crisis,  or  the  problems 
of  Point  Four — free  trade  and  free  exchanges  are 
cited  as  essential  prerequisites. 

In  short.  Point  Four  cannot  be  successful  if  the 
general  economic  problems  with  which  the  world 
has  been  wrestling  in  recent  years  are  not  solved. 
There  is  no  assurance,  however,  that  adjustment 
of  the  critical  balance  of  payments  that  has 
plagued  the  world  during  the  post-war  period 
guarantees  the  success  of  Point  Four.  The  bold 
new  program  brings  with  it  a  special  range  of 
problems.  But — and  this  is  where  the  Point  Four 
concept  reveals  its  far-reaching  character — the  grad¬ 
ual  implementation  of  the  program  will  help  to 
bring  about  those  conditions  of  trade  and  payments 
which  are  essential  to  its  success. 

A  program  that  seeks  to  revolutionize  the  world 
in  a  technical  and  economic  sense  requires  some 
mental  adjustments  as  well.  A  current  economic 
paradox,  ill-understood  by  most  Americans,  is  that 
while  the  United  States  has  been  strengthening 
the  economies  of  Western  European  nations,  those 
nations  have  discriminated  against  the  United 
States.  The  Marshall  Plan  countries  endeavor  to 
purchase,  wherever  possible,  in  nondollar  areas 
and  to  sell  in  dollar  markets.  This  behavior  has 
frequently  roused  the  ire  of  several  members  of 
Congress,  and  demands  have  been  made'  that 
American  aid  should  be  withheld  from  nations 
practicing  such  policies. 

In  this  instance  two  separate  lines  of  reasoning 
are  sometimes  allowed  to  become  confused.  If  a 
particular  business  concern  is  deprived  of  a  share 
of  world  markets  because  of  the  particular  cur¬ 
rency  required  for  the  purchase  of  its  products, 
rather  than  because  of  the  firm’s  inability  to  meet  j 
the  price  policies  of  competitors,  that  is  an  un-  j 
fortunate  situation  which  should  be  remedied  as  j 
soon  as  possible.  If,  on  the  other  hand,  nations  | 
faced  with  chronic  imbalance  in  their  interna-  f 
tional  accounts  strive  to  develop  their  resources  so  | 


18.  United  Nations,  Department  of  Economic  Affairs,  Inter-  | 
national  Capital  Movements  During  the  Inter-War  Period  (Lake  j 
Success,  October  1949),  p.  70. 
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that  they  can  effectively  compete  with  producers 
in  other  nations,  that  is  a  logical,  justifiable  and 
rational  policy.  In  each  case  the  criterion  must  be 
the  need  to  make  sure  that  world  resources  are 
utilized  in  a  way  which  conforms  to  the  well- 
known  principle  of  comparative  advantage. 

It  would  be  unwise  for  the  United  States  to 
charge  discrimination  whenever  developments  in 
other  advanced  nations  and  in  the  underdeveloped 
areas  lead  to  a  relative  increase  in  American  im¬ 
ports  compared  with  exports.  Before  Korea  there 
were  grounds  for  optimism.  The  appointment  by 
President  Truman  on  April  2,  1950  of  Gordon 
Gray,  retired  Secretary  of  the  Army,  as  Special 
Assistant  to  the  President  in  charge  of  a  Cabinet 
committee  to  study  the  whole  problem  of  increas¬ 
ing  imports  and  to  devise  plans  for  taking  what¬ 
ever  steps  are  necessary  to  overcome  the  difficul¬ 
ties  created  by  this  nation’s  huge  annual  export 
surplus  revealed  both  an  understanding  of  a  per¬ 
plexing  question  and  a  willingnes  to  come  to  grips 
with  it.^^  The  emphasis  on  armaments  production 
and  military  strength  precipitated  by  the  Korean 
crisis  may  force  postponement  of  the  attempt  to 
build  a  viable  world  economy  which  would  not 
be  dependent  on  extraordinary  American  finan¬ 
cial  aid. 

Some  observers  believe  the  United  States  is  such 
an  industrial  giant  that  not  only  will  it  prove 
difficult  for  a  Point  Four  program  to  succeed,  but 
the  present  dollar  crisis  may  prove  impossible  of 
solution.  Proponents  of  this  view  point  out  that 
the  dollar-gap  problem  was  a  long  time  in  the 
making  and  has  its  roots  in  the  post-Civil-War 
period  in  American  history.^”  In  reality  the  pic¬ 
ture  is  not  so  gloomy,  but  the  very  fact  that  this 
argument  is  presented  underlines  the  need  for 
clear  and  courageous  thinking.  In  the  modern 
world,  except  for  primary  agricultural  produce, 
commodities  are  rarely  identical.  There  is  no  rea¬ 
son  why  the  United  States  cannot  become  the 
greatest  exporter  of  cheap  mass-produced  wrist 
watches  while,  at  the  same  time,  greatly  increasing 

19.  For  a  discussion  by  President  Truman  of  Mr.  Gray’s  as¬ 
signment  see  New  Yorl{  Times,  June  10,  1950. 

20.  A  stimulating  discussion  of  this  point  of  view  can  be 
found  in  Barbara  Ward,  The  West  at  Bay  (New  York,  Norton, 

1948). 


imports  of  high  quality  precision  watches  from 
Switzerland.  The  possibilities  for  expanded  and 
mutually  profitable  world  trade  have  hardly  been 
explored. 

CONCLUSIONS 

Point  Four — one  of  the  most  enlightened  ideas 
of  the  first  half  of  this  century — calls  for  a  program 
which  is  neither  simple  nor  easy  but  which,  above 
all  else,  requires  a  balanced  approach  to  interna¬ 
tional  economic  problems.  The  balance  between 
the  technical  assistance  phase  and  the  capital  in¬ 
vestment  phase  of  the  plan  is  of  critical  im¬ 
portance.  Both  approaches  must  be  pressed  simul¬ 
taneously.  While  the  latter  is  not  likely  to  precede 
the  former,  it  would  be  most  unfortunate  if  the 
Point  Four  program  was  confined  solely  to  tech¬ 
nical  assistance.  The  balance  between  public  and 
private  investment  is  not  quite  so  delicate.  The 
important  thing  is  that  the  volume  of  investment 
be  adequate.  The  exact  amount  of  responsibility 
to  be  assigned  to  the  public  and  private  sectors  of 
the  economy  is  still  a  matter  for  debate.  It  would 
be  wise  to  watch  the  operation  of  the  program  in 
the  early  years  before  coming  to  a  final  decision  on 
this  matter.  Finally,  there  must  be  a  balance  be¬ 
tween  the  contributions  of  the  underdeveloped 
areas  and  those  of  the  advanced  nations  as  regards 
fulfilling  the  capital  requirements  of  the  under¬ 
industrialized  countries.  Here  again  there  is  no 
precise  boundary.  It  should  not  be  too  difficult, 
however,  to  ascertain  if  the  resources  of  the  newly 
developing  areas  are  being  utilized  in  a  manner 
calculated  to  serve  the  ends  of  the  Point  Four 
program. 

Point  Four  will  make  heavy  demands  upon  the 
United  States.  Not  only  will  this  nation  be  called 
upon  to  export  “know-how”  and  funds,  but  it 
will  also  have  to  follow  a  domestic  and  interna¬ 
tional  economic  policy  consistent  with  the  ulti¬ 
mate  purpose  of  the  Point  Four  program. 

Point  Four  is  a  world  program  of  action.  It  can 
only  achieve  significant  results  within  a  frame¬ 
work  of  expanded  world  trade.  The  virtue  of  the 
program,  however,  is  that  its  implementation  can 
be  expected  to  generate  the  very  conditions  re¬ 
quired  for  its  success. 


Atomic  Energy  and  Economic  Development’ 


BY  HOWARD  C.  GARY 

On  December  2,  1942  a  graphite-uranium  pile  in 
Chicago  gave  rise  to  the  first  self-sustaining  nuclear 
reaction  ever  produced  by  human  agency,  and 
the  fission  of  uranium  nuclei  released  energy  at 
the  modest  initial  rate  of  half  a  watt.  From  that 
moment  the  economic  potential  of  atomic  energy 
became  a  subject  for  discusion.  Unfortunately  ex¬ 
isting  political  tensions  have  made  it  necessary  for 
nations  to  utilize  the  bulk  of  their  scientific  re¬ 
sources  in  the  attempt  to  devise  new  and  more 
effective  atomic  weapons. 

There  has  been  considerable  —  and  frequently 
heated  —  debate  regarding  the  immediate  useful¬ 
ness  of  atomic  power.*  The  general  public  cannot 
take  part  in  this  controversy  because  intelligent 
discussion  requires  considerably  more  general  in¬ 
formation  about  the  scientific  process  than  has 
yet  been  made  available.  It  is  possible,  however, 
to  discuss,  in  a  general  sense,  the  economic  im¬ 
pact  of  atomic  energy  and  note  some  of  its  im¬ 
plications  for  economic  development,  particularly 
of  areas  now  nonindustrialized. 

USE  OF  ATOM  FOR  POWER 

The  eventual  feasibility  of  using  the  atom  as  a 
power  source  is  indicated  by  the  fact  that  present 
atomic  piles  release  energy  at  a  rate  amounting 
to  many  thousands  of  kilowatts.  This  energy  is 
liberated  as  the  piles  are  utilized  for  the  purpose 
of  obtaining  plutonium,  an  essential  ingredient  for 
the  manufacture  of  atomic  bombs.  The  need  to 
protect  against  radiation  means  that  atomic  power 

*  For  an  extended  treatment  of  this  subject  see  A.  J.  Brown, 
Applied  Economics  (New  York,  Rinehart,  1948),  Chap.  VII. 

1.  See  P.  M.  S.  Blackett,  Fear,  War  and  the  Bomb  (New 
York,  Whittlesey  House,  1949);  David  Lilienthal,  “Private  In¬ 
dustry  and  the  Public  Atom,”  Bulletin  of  the  Atomic  Scientists, 
Vol.  5,  No.  I  (January  1949),  p.  6;  and  Walter  hard  and 
Vincent  Whitney,  “Atomic  Power  and  Economic  Development,” 
Bulletin  of  the  Atomic  Scientists,  Vol.  5,  No.  3  (March  I949)> 
p.  78. 


sources  will  be  heavily  built  concrete  installations, 
operated  largely  by  remote  control  and  placed  for 
s^ety  at  a  considerable  distance  from  population 
centers.  It  seems  likely  that  the  first  atomic  plants 
will  take  the  form  of  large  central  power  stations  { 
which  transmit  their  energy  electrically.  * 

Another  important  economic  characteristic  of 
the  new  power  source  is  the  small  bulk  of  material  j 
it  uses.  Whereas  a  kilogram  of  coal  produces  ^ 
about  6  kilowatt  hours  of  heat  energy,  the  same 
volume  of  plutonium,  converted  from  uranium,  { 
liberates  about  24  million  kilowatt  hours.  How¬ 
ever  difficult  it  is  to  extract  the  basic  ores,  it  is 
clear  that  power  sites  need  not  be  tied  to  the 
sources  of  the  fuels.  The  power-using  industries 
will  thus  no  longer  be  bound  to  the  coalfields  and 
to  available  water-power  facilities. 

The  advent  of  this  new  power  source  is  bound 
to  narrow  the  differentials  between  power  costs  in 
different  places,  and  so  reduce  the  advantage  of 
particular  locations  for  those  industries  which  use 
most  and  least  power  in  proportion  to  other  factors 
of  production.  The  quantitative  significance  of  this 
fact  will  depend  on  how  competitive  atomic  en¬ 
ergy  will  be  as  contrasted  with  existing  power 
sources. 

Atomic  energy  will  serve  to  make  world  eco¬ 
nomic  development  a  more  volatile  and  dynamic 
process.  The  atom  may  revolutionize  Point  Four 
planning  to  the  extent  that  areas  presently  consid¬ 
ered  relatively  barren  may  turn  out  to  be  sites  of 
varied  and  efficient  production  units.  The  new 
power  source  may  well  validate  the  seemingly  rash 
observation  of  the  late  Lord  Keynes  that  “experi¬ 
ence  accumulates  to  prove  that  most  modern 
processes  of  mass  production  can  be  performed  in 
most  countries  and  climates  with  almost  equal 
efficiency.”^ 

2.  John  Maynard  Keynes,  “National-Self-Sufficiency,”  The  Yale 
Review,  Vol.  XXII,  No.  4  (June  1933),  p.  760. 
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